Measuring Disclosure Using 8-K Filings APPENDIX A Construction of Disclosure Measures and Data Processing Procedures
We begin by downloading all available 8-Ks and the attached exhibits available through the SEC EDGAR website. Our sample period includes filings from January 2005 through December 2016. Within each 8-K, we identify and download the reportable items and any attached exhibits.
We then count the items and exhibits, count the number of words in the items and exhibits, and do a word search of the items and exhibits classified as voluntary (2.02, 7.01, and 8.01) . These data are used to construct our measures.
To form the disclosure measures, the information within the 8-Ks must be separated into voluntary and mandatory items. The SEC provides a list of 32 potential 8-K item numbers (see Table B -1 Panel A), where item numbers 1.01 through 8.01 refer to specific topics and Item 9.01 is where a firm includes financial statements and exhibits.
1 Based on the SEC's definitions of the item numbers and the findings of Lerman and Livnat [2010] , item numbers 2.02, 7.01, and 8.01
and the related financial statements and exhibits are classified as voluntary and the remaining item numbers (except Item 9.01) as mandatory. Most of the time, the financial statements and exhibits included in Item 9.01 relate to another item number (1.01-8.01) reported within the same 8-K: the categorization of the Item 9.01 financial statements and exhibits as voluntary or mandatory is based on the "other" item number. When an 8-K includes a single item number from 1.01 to 8.01 (21.4 percent of our sample), the item and exhibits are classified as voluntary or mandatory based on that item number. When 9.01s are issued on their own (3,190 times during our sample period), they are categorized as mandatory.
To classify the item 9.01 exhibits that are included in 8-Ks with additional items as voluntary or mandatory disclosures, first we have to match the Item 9.01 financial statements and exhibits to the appropriate item. This matching is done as follows. For 8-Ks that include exactly two item numbers, where one is an item 9.01 (53.5% of the 8-Ks filed during the period), the 9.01 financial statements and exhibits are matched to the "other" 8-K item. For the remaining 8-Ks-those that include three or more items including an item 9.01-we match exhibits to item numbers using the following steps. First, we search the text of each non-9.01 item within the 8-K to identify references to exhibit numbers and match the item and exhibit based on that reference. The remaining unmatched exhibits are sorted into two groups, exhibit numbers 1-95 and exhibit 99s. We also perform two keyword searches of the voluntary 8-K items to provide descriptive evidence of the information firms report within voluntary 8-K items and use these data to construct an additional voluntary disclosure measure. The first keyword search identifies when the information reported within the voluntary 8-K items references four voluntary disclosure channels (management guidance, a conference call, a non-GAAP measure, or investor days). The second search identifies when the information reported within the voluntary 8-K items refers to any of nine additional topics.
5
Our voluntary disclosure measures are conceptually similar to existing measures, although they differ in terms of the scope of the firms for which they are available and the extent of the disclosures on which they are based. Our measures have important practical advantages. First, they rely on machine-readable data, which enhances our ability to consistently incorporate it in a measure than self-constructed measures. Second, the data is publicly accessible, so the measures can be constructed for all public firms. This is a significant advantage, as many disclosure measures are available for a limited set of firms. For example, researcher-constructed indices based on manual coding are constructed for a subset of firms/limited period, as they require significant collection and analysis of information, while voluntary disclosure measures based on machinereadable data (such as management forecasts or conference calls) are limited to the subset of firms that elect to issue forecasts or participate in calls.
In sum, our measures are simple and objective, can be calculated for all firms that file with the SEC, and are based on firm-supplied information. These advantages allow researchers to test new hypotheses that require a voluntary disclosure measure on a much broader set of firms.
8-K Items and Exhibits Descriptive Statistics
We construct disclosure measures for all firm calendar quarters with data available to download from the SEC website for the first quarter of 2005 through the fourth quarter of 2016 (48 calendar quarters). 6 Our sample includes firm-calendar quarters for firms that report a 5 To determine these topics, we read a random sample of 20 firms across the entire sample period and 300 additional 8-Ks that included items 7.01 or 8.01. Based on those filings, we identified the five most frequently discussed topics: business combinations, dividend announcements, litigation, restructuring, and security offerings. We also included conference presentations, patents, shareholder repurchases, and shareholder agreements. 6 The sample begins in 2005, after the SEC changed 8-Ks and filing requirements that expanded the covered items. For most items, the filing deadline was also shortened to four business days. The SEC also adopted a "limited safe harbor from liability for failure to file certain of the required Form 8-K reports" and stated: "These amendments are responsive to the 'real time issuer disclosure' mandate in Section 409 of the Sarbanes-Oxley Act of 2002. They are intended to provide investors with better and faster disclosure of important corporate events." (SEC website).
minimum of one 8-K during the sample period and that we can match with Compustat using the SEC provided central index key (CIK). 7 We require Compustat report a nonzero value for total assets and a nonmissing value for net income. Section iV includes validation tests that have differing data requirements, such that the sample size varies across the tests. The data requirements, sample size, and descriptions of the various variables used in those analyses are included in the respective tables. observations attached with other items and 3,190 stand-alone observations), which is where firms report exhibits. As noted earlier, most 9.01s are filed within an 8-K with one or more items. This requires us to classify the exhibits as voluntary or mandatory, by matching the 9.01s to the appropriate item. We rely in part on item and related exhibits, detailed in Panel B of Table A-1.
Generally, item numbers 1.01-8.01 comprise the relevant item numbers in our analysis, while Item 9.01 attachments comprise the exhibits.
As detailed in Panel A of (1) including exhibits and items, rather than items alone creates greater cross-sectional variance;
8-K-based Disclosure Measures Descriptive Statistics
(2) using word counts, rather than the count of items/exhibits, creates even more variance; (3) sorting disclosures into those that voluntary and mandatory is meaningful; and (4) limiting voluntary disclosure to disclosure via the four disclosure channels obtains a number of firm quarters with voluntary disclosure that would be counted as having no voluntary disclosure. Collect: 1. The item numbers and the word count for each item. 2. The exhibit numbers and the word count for each exhibit.
Match:
The exhibits (exhibit numbers) to the associated item (item numbers).
Item numbers classified as mandatory (other than items 2.02, 7.01, and 8.01) and exhibits trace to mandatory items.
